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SUBJECT: Local Agency Mlitary Base Recovery Areal/lncrease Designations/Mdify
H ring Credit/lncrease Busi ness Expense Deduction

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
X introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

X DEPARTMENT POSITION CHANGED TO _Support .

X REMAINDER OF PREVIOUS ANALYSISOF BILL ASAMENDED April 13,1998, STILL APPLIES.
OTHER - See comments below.

SUMVARY OF BILL

Under the Governnment Code, this bill would all ow Trade and Conmerce Agency (TCA)
to designate three additional Local Agency Mlitary Base Recovery Areas (LAMBRAS)
anywhere in this state. This bill also would delete the requirenent that TCA
designate the LAMBRAs no | ater than one year fromthe effective date of its
LAMBRA regul ations and woul d provide for specified |oan priorities and contract
preference points to businesses |ocated, or contracts performed, in a LAVBRA
The last two provisions nentioned above woul d not inpact the departnment and are
not discussed in this report.

Under the Revenue and Taxation Code, this bill would nmake the foll ow ng changes:

= Delete the January 1, 2003, sunset date fromthe LAMBRA tax incentives and
instead tie the qualified use of the incentives to the designation period of
the LAMBRA, thereby making the LAMBRA tax incentives nore |ike the enterprise
zone tax incentives and ensuring that the incentives do not expire before the
desi gnati on.

= Change the hiring credit definition of “qualified di sadvantaged i ndi vi dual .”

= |ncrease the ambunt of the all owabl e busi ness expense deduction to the sane
anount as that allowed for the enterprise zone business expense deduction.

SUMVARY OF AMENDMENT

The August 20, 1998, anmendnents nade the foll ow ng changes:

» Reduced fromfive to three the nunber of additional LAMBRAs that TCA may

desi ghat e.
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» Updated the Revenue and Taxation Code sections that had been nodified by
statutes enacted since the date this bill was introduced.

« Reinserted two LAMBRA hiring credit paragraphs that inadvertently had been
deleted earlier relating to the federal Job Training Partnership Act and the
federal Greater Avenues for |ndependence Act.

= Included changes to the LAMBRA sales or use tax credits that would delete the
January 1, 2003, sunset date fromthe LAMBRA tax incentives and instead tie the
qgualified use of the incentives to the designation period of the LAMBRA

The changes to the Revenue and Taxation Code sections resolved the technica

consi derations addressed in the departnent's analysis of the bill as anended
April 13, 1998. The decrease in the nunber of new LAMBRAs that may be designated
i npacts only the revenue estimate, and an updated estimate is provi ded bel ow.
Except for the revenue estimte and Board position, the remai nder of the
departnment’'s analysis of the bill as amended April 13, 1998, still applies.

TAX REVENUE ESTI MATE

The first fiscal year with a revenue inpact would be 1999-0 because of the timng
of final designations.

Esti mat ed Revenue | npact of AB 3
As Anended August 20, 1998
($in MIIlions)
1999-0 2000- 1 2001-2 2002- 3
(mnor) * ($3) ($6) (%$9)
* Less than $500, 000

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

TAX REVENUE DI SCUSSI ON

Revenue | osses under the PITL and the B&CTL woul d depend on the nunber of

busi nesses that woul d purchase qualified property subject to the sales tax, the
anount of wages paid to qualifying enpl oyees, and the state tax liabilities of
enpl oyers claimng tax benefits.

Because the effectiveness of a new area i s unknown, this estinmate uses an average
revenue | oss of $3 million per LAMBRA by the third full year after inplenentation
(see below for basis). Losses for the initial years would be |ess.

It is anticipated that the three new LAMBRAs woul d be fully established by

Sept enber of 1999. The expensing all owance for enployers on certain property

pl aced in service in LAMBRAs is enlarged and reflects the limtations proposed in
this bill to mrror the enterprise zone limts.

Sales O Use Tax Credit

The average sales and use tax rate for Californiais 7.92% For every $100
mllion in qualified property of which one-fourth of the calculated credit
could be used to offset apportioned tax liabilities for the first year, the
revenue | oss would be $2 million for each additional LAMBRA designation
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Hring Credit

Assum ng an average wage of $8.50 per hour, for every 1,000 enpl oyees who work
an average of 1,000 hours and qualify enployers for the first year credit, the
revenue | oss would be $1 million for each additional designation (assum ng 25%
of calculated credits could be used to offset apportioned tax liabilities).

Expense Deducti on

The | oss woul d probably be minor, due to the limtation for the amount of
expensi ng. For |arger equi pnent many taxpayers woul d continue to use
depreciation rather than the option under this provision to expense.

Net Operating Losses

The revenue | oss for the option of the 100% net operating | oss deduction
appl i ed against incone attributed to the LAMBRA (rather than applying other net
operating | oss provisions) would probably be mnor in the first few years.

This estimate is based on current |aw experience for enterprise zones and
program areas and | aw changes that now permt small and new busi nesses to use
100% carryover.

BOARD POSI TI ON

Support.

At its May 28, 1998, neeting, the Franchise Tax Board voted 2-0 to support this
bill, with the representative from Departnent of Finance absent.



